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FOREWORD 


The Prices and Incomes Commission was established 
on June 19 wl S69. tornguire into and report upon the 
causes, processes and consequences of inflation and to 
inform those making current price and income decisions, 
the general public and the Government on how price 


stability may best be achieved". 


Following numerous separate discussions with 
representatives of the Canadian business community, 
including the Canadian Chamber of Commerce, the Canadian 
Manufacturers, Association, the, Retail. Council. of Canada 
and the Canadian Bankers! Association, the Commission 
decided to call a National Conference on Price Stability 
in order to obtain a consensus on a national policy to 
Compatwinilation.s |The conference, held.in Ottawa: on 
February 9 and 10, was attended by senior officers of 
national business and farm associations, representatives 
of professional groups, leaders of the Canadian business 
community and officials of the federal and provincial 
governments. Those present indicated a willingness to 
exercise a meaningful degree of restraint in their 
pricing policies in 1970 and there was broad agreement 


that: 
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(a) Business firms generally, if called upon to do 
so, would reduce the number and size of price 


increases they would normally make in 1970. 


(b) More specifically, where higher prices are 
needed toa cover higher costs, and market conditions 
Make them>feasible, business firms generally, 
if called upon to do so, would ensure that 
price increases were clearly less than the amount 
needed to’ cover the increases in®costs at a 


normal volume of output and sales. 


The complete list of agreed criteria is contained 
in the Closing Statement of the National Conference on 


Price Stability released on February 10, 1970. 


At a Federal—Provincial Conference of First 
Ministers, held in Ottawa on February 16 and 17, 1970, 
the federal government and all provincial governments 
endorsed the Commission's plan to call without delay 
upon business firms generally to follow the basic price 
restraint principle adopted by the National Conference 
on Price Stability. First Ministers urged all Canadians 
to co-operate actively in restraining price and income 


increases during 1970. 
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Provision was made at the National Gonrdtence 
on Price Stability for a price review procedure whereby 
the Prices and Incomes Commission would review price 
increases to determine whether they comply with the 


agreed criteria. 


The Government of Canada and most provincial 
governments expressed the hope that government sanctions 
would not be required but agreed that if necessary they 
would use such means as are within their control to deal 
with cases of serious non-compliance with the pricing 


criteria as reported by the Commission. 
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INTRODUCTION 


Price increases on glass containers, to be 

effective February 1, 1970, were announced in December, 

1969. In January, 1970, the Government of Canada under- 

took to ask firms planning price increases prior to the 
National Conference on Price Stability to postpone such 
tnereases Until March lt, 1970. Glass container manufacturers 
complied with this request and thus contributed to the 
constructive atmosphere in which the national conference 


was held. 


The two major glass container manufacturers, 
Consumers Glass Co. Ltd. and Dominion Glass Co. Ltd., 
proceeded with price increases on March 1, 1970. The 
Prices and Incomes Commission then undertook this review 
to determine whether the increases comply with the agreed 


Criceri ae 


The pricing criteria are designed to be applied 
to the circumstances of individual firms which propose 
and implement price increases. To undertake a review 
in line with the procedures outlined at the conference, 
the Prices and Incomes Commission has obtained detailed 
information from each of the two major producers of 


glass containers. This information has been compiled 
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and studied to determine the position of each company 


in Lespect to the pricing criteria. 


Information was obtained on costs, prices, 
Markets, profits and financial performance. Accounting 
records were obtained for the entire glass-making and 


selling operations of each firm. 


The criteria also stipulated that 1969 would 
in general be used as the base year when considering 
changes in costs and revenues. This matter was reviewed 
with the firms and it was agreed that 1969 constituted 


a suitable basis for comparison in both cases. 


Much of the data obtained in this study is 
regarded as confidential by the firms supplying them. 
Furthermore, as only two firms are reviewed, data cannot 
be presented in aggregate. The Commission has endeavored, 
however, to present as much information on costs, prices, 
productivity and incomes in the glass container industry 


as is possible. 
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GLASS CONTAINER PRICES 


Glass Container Manufacturers 


Glass container manufacturers are primarily 
engaged in the manufacture and distribution of glass 
containers used for packaging other products. They are 
best considered as part of the container and packaging 
industry which includes plastic, metal, and paper 
containers, against which glass containers must compete 


for a market. 


Two large national firms, Dominion Glass Co. 
Ltd. and Consumers Glass Co. Ltd., and a small regional 
firm, Ahlstrom Canada Ltd., manufacture glass containers 


in Canada. 


Dominion Glass is controlled by Power Corporation 
of Canada Ltd. and is the country's oldest and largest 
producer of glass containers. Total sales of the company 
in 1969 were $70,000,000. Glass containers are the company's 
Major product but it also produces tableware, tumblers, 
kitchenware, industrial glassware and some plastic products. 
Plants are located in Montreal, P.Q., Hamilton, Wallaceburg, 
and Etobicoke Eeeice), Onin ,irecclitr, Alta.,; and 
Burnaby, B.C. A new glass container plant is currently 


under construction in Bramalea, Ont., and will open in 
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late 1970. Dominion Glass has a commercial agreement 
with Owens-Illinois Inc., the bak heat producer of 
container glass in the United States, which provides 
access to technical knowledge and patents of that 


company. 


Consumers Glass is also a Canadian-controlled 
company and has grown very rapidly in recent years. 
Total sales of the company in 1969 were $45,000,000. 
Most of the company's revenue is attributable to glass 
Containers buL it also) manufactures plastic closures. 
Plantsparentocated in Ville Sts. Pierre; and Candiac, P:Qs, 
Poronto,.~Onts, and Lavington, B.C. The company has an 
interest in a new glass container plant being built in 
Australitateworockway Glass Co.§iInc. ofsthe United States 
has an interest in Consumers Glass and provides the 


latter access to its technology and patents. 


Ahlstrom Canada Ltd. is owned by Finnish 
interests. The firm's plant at Scoudouc, N.B., commenced 
operation in late 1969. Because of its recent inception, 
detailed information was not sought from Ahlstrom for 


this review. 


Financial Performance 
Detailed analyses of costs and revenues of 


Consumers Glass and Dominion Glass were confined to 
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their glass container operations. In examining the 
financial performance of the two firms, however, published 
information covering all operations of the two firms 


has been reviewed. These data are summarized below. 
RATIO OF AFTER-TAX INCOME TO REVENUE, NET ASSETS 
and EQUITY, 1965-1969 


PORES MOLOGE 1967 e650 81969 


DOMINION. GLASS .CQ.. LTD. 
Income After Tax ($M) 1,630. 1,658 874 1998.4 -2),597 


—- Per Cent of 
Revenue 364 Sie ss: Bae, seer 


—- Per Cent of 
Net Assets Ps Aas Ce gs 4,5 


—- Per Cent of 
Equity Sey Sz 2.09 Gai VES: 


CONSUMERS GLASS CO. LTD. 


Income After Tax ($M) 806 lg 26 Sisuly 303 L Ui Saves 762 
—- Per Cent of 

Revenue Ps Wer 5.9 4.4 Ago Bie 
—~ Per Cent of 

Net Assets A 5 Fonts Geo a20 Aare 
—- Per Cent of 

Equity LES 72.3 Sith ube jon 12.9 
—- Per Cent of Equity 

plus Long- 

Term Debt n=O ES et 6.0 666 


inte 


et (ore C0Eph BRS eh Be , 


S30 88 bb) Oe 
ie ajo ar ia y< — 7 bent 


oe Die 
1 eee 


Ly aT a 
bt im 10 oe 


Pun opatts 


i? . 
U 


i £ 
, as 
7 | : 2 


wieia 


Consumers Glass changed from September 30 year end 

to December 31 year end in 1966. Period October 1 

to December” 31)'1965, is’ excluded. «Dominion Glass 
changed from August 31 year end to December 31 year 
end in 1968. Period September 1 to December 31, 1967, 
is excluded. 


source; Annual, reports of Consumers Glass Co. Ltd. 
and Dominion Glass Co. Ltd. 


Both companies underwent considerable 
change and made large capital investments in recent years. 
They now appear to have modern and efficient production 
facilities and techniques and should be in a position 


to benefit from past investments. 


Markets 
Glass containers are used to package beverage, 
food, cosmetic, pharmaceutical and chemical products. 


Manufacturers of these products have continuously changing 
packaging and marketing requirements. Glass container 
manufacturers must engage in frequent product innovation 
to meet these requirements. Major emphasis is currently 
being given to the manufacture of lighter and stronger 


containers with improved closures. 


Canadian consumption of glass containers has 
increased at an average annual rate of some 10 per cent 


over the last five years. There is considerable change 
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in the composition of demand. Plastic and aerosol can 
containers have improved their position in the pharma- 
ceutical and chemical packaging market partly at the 
expense of glass containers. Paper and plastic containers 
have largely eliminated glass containers from much of the 
dairy product container market. Glass containers, however, 
have improved their position in large segments of the 

food container market where transparency for consumer 
viewing of the contents, easy resealing and chemical 
inertness of the container are required. Glass containers 
have continued to dominate the beverage container market, 
in part due to the increasing use of non-returnable 
bottles. .Current,estimates of glass. container. shipments 


by end use are shown below. 


ESTIMATED GLASS CONTAINER SHIPMENTS BY END USE 


End Use Percentage. of Total Shipments 
Food Containers B20 
Non-Alcoholic Beverage Containers Ble 


Cosmetic, Pharmaceutical and 


Chemical Containers 13.0 
Liquor Containers Bea cd 
Beer Containers 95.0 
Wine Containers 26 
Dairy Product Containers _0.4 


100.0 Per Cent 


Source: Prices and Incomes Commission 
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Imports have typically supplied 10 to 12 per 
cent of Canadian glass eet requirements in the 
last decade. These imports can be a significant factor 
in the Maritime market. Three reasons for imports are 
apparent. First, approximately one-half of imports 
are liquor bottles, some of which are imported by 
Canadian distillers for filling and re-export to the 
United States. Second, demand in Canada for some types 
of glass containers is not sufficient to warrant their 
production and they are imported. ‘third, many users 
of glass containers operate in both Canada and the 
United States. As Canada is the smaller market, some 
such users may purchase all their containers in the 


United States and import their Canadian needs. 


Most imports originate in the United States. 


Canadian exports of glass containers have been negligible. 


Glass container plants tend to be located near 
their intended markets. Glass is fragile and of low value 
in relation to its weight, thus making shipping of the 


finished product uneconomical over long distances. 


The market for all containers may be affected 
in future by pollution control requirements. Disposal 


of the increasing quantity of glass, metal, plastic 
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Pa Pigs 
and paper containers used is a growing problem. The 
Government of British Columbia recently introduced new 
anti-litter legislation. A feature of this legislation 
is that all sellers of beer, ale, carbonated beverages, 
and other light drinks in glass, metal or plastic 
containers for consumption off the seller's premises 
must offer a minimum two-cent refundable déposit on the 


container. 


Such legislation brings into question the 
future of non-returnable glass and metal containers but 


enhances the future market for returnable containers. 


Prices 

There are two basic types of glass container 
purchase. Manufacturers produce "standard stock" lines 
which are available to any customer at published prices. 
They also produce "private brand" containers for 
individual customers which gives them their own unique 


design. 


Prices are quoted per gross (144) of containers. 
Customers generally enter into 12-month sales agreements 
ordering a year's requirement at one time, although 
shipments will be spaced over the year. Recently three- 


month sales agreements with a price discount feature have 
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come into some use as manufacturers endeavor to lower 
inventory and warehouse expense or pass these expenses 

on to the customer. Purchasers of "private brand" containers 
may be subject to extra charges for design and manufacture 

of moulds and decorating of bottles. "Standard stock" 
containers are packed in cartons and the purchaser 

is charged for the cartons. "Private brand" customers 
generally supply their own cartons but may be subject to 


charges for setting up cartons. 


Prices are Usually f.0.b. Lactory or warehouse 
nearest the shipping destination. Delivery is provided 
free in metropolitan areas surrounding plants and a 
discount given if the purchaser picks up his own bottles. 
There is some freight equalization between competitive 


plants. 


Prices were increased on March 1, 1970. Prices 
were decreased to some customers but were increased by 
more than 20 per cent to others. The price increase 
faced by a customer depends on the container purchased, 
volume ordered and length of sales contract. The 
weighted average price increase calculated over all 


customers and all product lines is six per cent. 
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An index of glass container prices (is not 
maintained in Canada. Data supplied to the Commission 
indicate that glass container prices have increased 
25 per cent from a 1965 base to the present. Increases 
occur almost annually. As the current inflation has 
worsened, the rate of increase of glass container prices 
has accelerated. Prices were increased an average of 
Pour per (Cen. iy 1960, Live per cent in 1969 arid” six 
per cent in 197/0.~" in comparison, the Consumer Price 
Index increased 4.1 per cent from December, 1967, to 
December, 1968, and 4.6 per cent from December, 1968, 
to December, 1969. Over the same two time periods the 
General Wholesale Price Index rose 2.8 per cent and 


4.1 per cent respectively. 


Glass scontainer prices donot appear jbo. be 
governed closely by prices of substitute products. Non- 
price factors are important in competition between containers 
made of different materials. These include costs of putting 
contents into and sealing the container, costs of shipping 
and handling containers, the end use of a container's 


contents and consumer preference in containers. 


Canadian producers of glass containers relate 
their prices to United States' prices plus exchange, 


tamigéfeand Ereiqht costssae Sinceoli963j;cglassycontainer 


Pg eg as: 


aaa le 
ton Bt: <he aaae “xebick tA 
i fefestmmo sft of Debfgqie sted” .ebsns Gk bantstaton 
7s hesseuent sven wad. tektonan aewlp edt Steotbhai 
eeneerastT Utreseng Sa ot seed @aeL 6 wort tages ey aS 
eet adlitstat Jastaun ent 2A “yt taunts Jaomts t>00 
asolyq aeniuctios seni Mo stasunal Yo eFax att ,bense10W 
+6 scetave m6 Benedzeat stew Se08s (hessx1sTooo5 esc 
via bne @e@h mb dined seg evi? ,Boe! ink. dass 3ec Wok 
shied ius venod ete .1o2ttsqme> ar 4OVOLr RE hes +54 
od Toe! ,rsdinesed moxvt dines Seq 1,b beesstomt xoda1 
(Sael ,yedasced mort tags 39q Beh bas, 8a0L , t9dms590 
eit eahbolisg smd ows ened ent 28vO, .COCL yuecimers o+ 
bas juan x9q 6.8 20% nae Sal slezeioiW Istenso 
sglaviteeqees dae> sq 1.1 
ad oF usegas tout, db. aaientaey yaeste) 
“non, -sasoubo1g pena tc ighaand Satie voR 
Bierisinog aeewsed, noltiseaqmop. mL #35 exetost esiuq 
eatisuq 26 es202 shut ant $8048) ee bem 
paticghie 20. 2c <9) oseee ait pon bas ¢ 
eve ae a 


Heaps to seu be 
sare Aaalaiin 


aie mie 
prices in the United States have steadily increased 
and have risen approximately 25 per cent since 1965 - 
equivalent to the estimated change in Canadian prices. 
In both 1969 and 1970, general price increases occurred 
in the United States. These increases were followed by 


general price increases of similar size in Canada. 


The Canadian tariff on most categories of glass 
containers is 15 per cent British Preferential and 20 
per, cent Most) Favored Nation. The tariff together with 
exchange and freight costs provides considerable protection 


to the Canadian industry. 


Manufacturing Costs 


Glass container manufacture is a continuous 
production process, highly automated and geared to long 
production runs. Raw materials, the main ones being 
silica sand, soda ash and limestone, are combined and 
melted in a furnace together with crushed glass which 
facilitates the melting process. Molten glass is 
extracted from the furnace in "gobs", each gob producing 
one container. Container forming involves two steps. 

A first mould forms the neck of the bottle and a basic 
blown shape from the gob. A second mould is used to blow 
the final shape of the bottle. After forming, containers 


are passed along a machine line on which they are cooled, 
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annealed and quality checked. Bottles are packed for 


distribution directly off the machine line. 


This production process has been basically 
unehanged for years; but. the..quality.and.quantity of 
Production have, improved. siqnificantly.  ,Broduct -quality 
has been improved by better materials, production controls 
and inspection procedures. The result is lighter, stronger 


containers and a reduction of manufacturing losses. 


Productivity has been greatly increased through 
the use of "double-gobbing" which increases the output 
Of storming machiness, Production of lighter,.bottles 
enables faster processing as heavy bottles require more 
cooling time. Automatic inspection procedures have decreased 


labor requirements and improved quality control. 


The size Sof 4préduction@runs*is a major determinant 
of costs. Each change of containers produced requires 
a change in moulds on the forming machines. Each change 
in color of glass produced requires a complete change of 
materials in a furnace. The Canadian market is not of 
sufficient size to require long runs of many individual 
containers. Consequently full economies of scale are 
not realized and there are relatively more mould changes 
and color changes than in the United States industry. 
This is the major reason for higher production costs in 


Canada. 
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Hesctorical Cost records and 1970 operating 
budgets were obtained from Consumers Glass and Dominion 
Glass. Forecast costs for 1970 were analyzed to ensure 
consistency with historical costs. It was found that 
1970 forecasts of both companies represent a realistic 
assessment of likely operations, and include efficiency 


gains consistent with their record of recent years. 


Purchased materials and energy account for some 
s0eper cen Orumanutacturing costs. The total cost of 
these inputs per unit of output is increasing. Laid- 
down costs of some materials are increasing by six to 
Sevenepereceniminelo/O over 1960s. Freight is a substantial 
component of these costs and higher freight rates account 
for some of the cost increases. Price increases on some 
purchased materials such as energy are largely offset by 
greater production efficiency. Despite efficiency gains, 
however, higher prices for purchased materials result in 
increased costs of approximately three per cent per unit 


of glass containers. 


Employment costs constitute more than 40 per 
cent of total costs at both Consumers Glass and Dominion 
Glass. The increase in labor costs for hourly-rated 


employees in 1970 over 1969 is shown below. 
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WEIGHTED AVERAGE LABOR COST PER HOUR — HOURLY RATED EMPLOYEES 


CONSUMERS GLASS CO. LTD. AND DOMINION GLASS CO. LTD. 


(Dollars Per” Hour) 


Per Cent 


1969 1970 Increase 
Pay for Time Worked $2549 $3.05 Ce 
et for Time Not Worked eee 
Holidays, Vacations) Or. 2.5 O..30 isl 
Total Hourly Earnings 3.05 Seo 9.8 
Private Welfare Plans ORES) 0220 2 a0 
Compulsory Government 
Payments Oe del. Os ls 18.2 
Total Labor Costs Per 
Hour Seno e byilere' 10.8 


Source: Prices and Incomes Commission 


Earnings of salaried employees in the industry 


increase at rates similar to the increase in hourly earnings. 


Wage and salary increases of this magnitude 
are not unusual in the current inflation and are being 
reflected in the cost structure of many industries. 
When the average growth of real output in the Canadian 
economy is 2% per cent annually, however, wage and 
salary increases of more than 10 per cent are obviously much 


too high to be consistent with stable prices. 


Crude productivity ratios can be constructed 


by measuring the quantity of glass produced per hour 
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Op ylapor input. “These ratios vary considerably from 
VWeermeOuyear Cue lo Changes in capacity utilization, 
machine efficiency and product mix. Average productivity 
gains over recent years in both firms compare favorably 
Goenationel saverages-fLon,ell.industries. Productivity 
gains, however, are not sufficient to offset rising employ- 
ment costs which therefore are increasing per unit of 


output. 


Total overhead expenses increase at a slower 
rate: chal vouume, restiiting-in*a*Lower-Unit eost. 
Overhead expenses per unit would decline even more were 
there not large increases in interest charges, municipal 


taxes and building rentals. 


if peteel stability prevailed in the Canadian 
economy, efficiency and volume gains experienced by the 
two glass container producers would likely result in 
lower prices to their customers. The fact is, however, 
that increased costs of labor, materials and services 
more than offset efficiency and volume gains and costs 
per unit of glass containers are increasing. The 
customer, therefore, does not benefit from the lower 


price he might expect in the absence of inflation. 
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Conclusions 


The fundamental consideration emphasized by 
both businessmen and the Commission in developing the 
pricing criteria which emerged from the National Conference 
on Price Stability was that price increases should derive 
solely from cost increases. It was particularly 
emphasized that if changes in costs and revenues were 
only offsetting, doubts would arise as to the effective- 
ness of the pricing criteria in restraining the number 
and size of price increases. Therefore the criteria state 
that revenue increases must not only be offset by cost 
increases but they must be clearly less than cost 
increases. This amounts to a willingness by firms to 
absorb some part of cost increases in making adjustments 


in their prices. 


The Commission found that Dominion Glass would 
have realized revenue increases per unit sold which were 
somewhat more than its expected unit cost increases in 
1970. Dominion Glass, therefore, did not meet the 


conditions of the pricing criteria. 


In order for Dominion Glass to meet the criteria 
it was found that the company would have to reduce its 


revenue increases, and hence its profits before tax, 
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in 1970 by about $400,000. The Commission advised both 
mie scompany and the Pedéral Government of this finding. 
Following discussions among the three parties agreement 
was reached on a proposal to make adjustments in some of 
the company's price schedules which produce the desired 
reductions in revenue. Consequently, Dominion Glass now 


mecally meets the conditions of the pricing criteria. 


In the case of Consumers Glass, revenue 
increases are less than cost increases. Because this 
company is absorbing part of increased costs, the 
Commission is not proposing any reduction of its recent 


price increases. 


There is no doubt that an increase in selling 
prices was necessary if the two companies were to offset 
enough of higher labor and material costs to maintain 
profitable operations. Increases in the cost of 
manufacturing glass containers and resulting price 
increases, however, represent increased costs to users 
of these containers. This places upward pressure on the 
price of goods packed in glass, particularly foods and 
beverages, which in turn serves to reinforce demands of 
consumers for increased income to cover higher living 
costs. This review is just one further example of how 
an entrenched inflation brings about continuously off- 


setting changes in prices, costs and incomes. 
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